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PASS TREASURY FOR SHERK 

E.O. 11652: N/A 
TAGS: EAID, EFIN 

SUB J : ADB METHOD OF PROJECT EVALUATION 

REF: EDMOND/SHERK TELECON 

1 . BANK CURRENTLY USES CONVENTIONAL EIRR AND FIRR METHODLOOGY 
FOR EVALUATION OF ECONOMIC AND FINANCIAL VIABILITY OF PROJECTS. 
FOR PROJECTS WHERE EIRR IMPOSSIBLE TO ESTIMATE, E.G. WATER 
SUPPLY, EDUCATION, HEALTH, ETC., BANK JUSTIFIES SUCH 

PROJECTS BY DESCRIBING BENEFITS RATHER THAN BY ATTEMPTING 
TO CALCULATE SPECIFIC RATES OF RETURN. FOR FULL STATEMENT 
ON BANK’S METHODOLOGY SEE WORKING PAPER 3-77, 18 APRIL 1977. 

2. REGARDING SQUIRE AND VAN DER TAK APPROACH BANK HAS (1) 

NOT YET ANALYZED ANY PROJECTS BY QUANTIFYING EQUITY ASPECTS 
OF A PARTICULAR LOAN AND (2) RECOGNIZED VALUE 

OF USING SHADOW PRICES AND HAS USED THEM IN PROJECT EVALUTION 
ON OCCASION. SHADOW PRICES HAVE NOT, HOWEVER, BREN 
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GENERALLY USED IN PROJECT EVALUATION. 

3. ACTING CHIEF ECONOMIST STATES THAT BANK IS COMMITTED 
TO QUANTIFYING EQUITY ASPECTS FOR PROJECT EVALUATION ON 
AN "EXPERIMENTAL" AND "CAUTIOUS" BASIS. IN ADDITION 

THE BANK IS PLANNING TO APPLY SHADOW PRICES TO PROJECT 
EVALUATION ON A MORE SYSTEMATIC BASIS. IN ORDER TO 
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ACCOMPLISH THESE GOALS THE BANK HAS BEEN NEGOTIATING 
WITH A GROUP OF AMERICAN ACADEMICIANS ON A PROPOSAL 
TO PREPARE A METHODOLOGY THAT INCORPORATES SHADOW 
PRICES AND EQUITY CONSIDERATIONS (AS QUANTIFIABLE 
VARIABLES) INTO PROJECT EVALUATION. WHILE NEGOTIATIONS 
HAVE BEEN SOMEWHAT PROTRACTED (THE PROFESSORS WERE CON- 
TACTED NINE MONTHS AGO) BANK IS HOPEFUL THAT ARRANGEMENTS 
WILL BE MADE SOON SO THAT THE STUDY CAN BEGIN. 

4. BANK'S BIGGEST CONCERNS ARE THAT THERE IS INADEQUATE 
STAFF TO EXPERIMENT WITH EQUITY APPROACH (STAFF ALREADY 
HAS ITS HANDS FULL TRYING TO HANDLE CURRENT WORKLOAD) 

AND THAT VIRTUALLY NONE OF THE STAFF IS SUFFICIENTLY 
FAMILIAR WITH THE EQUITY APPROACH TO EASILY INCORPORATE 
IT INTO PROJECT EVALUATION. IN ADDITION BANK IS CONCERNED 
ABOUT POLITICAL SENSITIVITY INVOLVED IN THE ESTIMATION 
OF SHADOW PRICES, PARTICULARLY EXCHANGE RATES. 

EDMOND 
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